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Fh. PRRES Sy or 


os . aaa Le store is a 
familiar sight 

for 3-year-old 
Caitlin Hall, who 
regularly shops 





with her mom, 
Terri. Caitlin is 
learning at an 
early age just 
how far a dollar 
goes at Dollar 


General. 


OUF MISS 


Saal weeeeee SERVING OTHERS! 
A Better Life... 


for our customers. 
A Superior Investment .. . 
for our shareholders. 


A Partnership in Total Development . . . 
ALUM o Oh cee 


financial highlights 


1993 Ea $35,574 

1991 Ee $48,557 

1995 $73,634 

1996 $87,818 


1997 (a $115,100 
NET INCOME 


Year ended January 31 
(Dollars in thousands) 


1993 Ea $920,698 

194 ESE § 1,132,995 

199 Eee $1 448,609 

1996 EES ee) $1) 764,188 


1997 C_ a $2,134. 3908 
NET SALES 


Year ended January 31 

(Dollars in thousands except per share amounts) 1997 1996 % Change 
Net Sales $2,134,398 $ 1.764.188 21.0 
Income before taxes on income 185.017 $ 141,546 30.7 
Net income 115,100 $ 87,818 a 
Net income per share (a) 1.30 $ 1.00 30.0 
Net income per share as adjusted (b) 1.04. $ 0.80 30.0 
FINANCIAL POSITION 

Assets 718,147 679.996 5.6 
Working capital 280,134 262,529 6.7 
Property and equipment 208,536 158,587 31.5 
Shareholders’ equity 485,529 420.011 15.6 
Return on average assets (%) 16.5 14.4 14.6 
Return on average equity (%) 25.4 23.6 7.6 


OTHER DATA 

Weighted average common shares outstanding (000) (a) 88,495 87,789 0.8 
Weighted average common shares outstanding (000) (b) 110,619 109,736 0.8 
Company stores 2,734 2.416 13.2 
Cash dividends per common share: 

As declared $ 0.20 0.20 

As adjusted (c) $ 0.16 0.12 33:3 


(a) Based on common and common equivalent shares, before adjustment for the February 12, 1997, five-for-four 


common stock split. 

(b) Based on common and common equivalent shares, as adjusted to give retroactive effect to the February 12, 
1997, five-for-four common stock split. 

(c) As adjusted to give retroactive effect to the February 12, 1997, five-for-four common stock split. 
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What should an annual report say? How can we present history without hype or the 
future without “over promising?” Can we make our report different enough to 
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Frankly. we are very proud of what is now underway at Dollar General. Last year 
we achieved record earnings of $115,100,000 on record sales of $2,134,398,000. We 
became a more effective everyday low price retailer by lowering our operating 
expenses, as a percent of sales, to less than 20 percent for the first time ever. Low 
overhead is essential to positioning low prices for our customers! 


“Well, that’s history,” some might say! Yet, we believe our history is notable for at 
least two reasons. First, according to the February 27, 1997, issue of the Wall Street 
Journal, we have achieved the greatest shareholder return of any public broadline 
retailer over the last year, five-year and ten-year periods! Secondly, our history is 
about progress in an early stage — we really are just getting started. Our history, 
therefore, tells you a lot about our future. 


Fundamental to our past, present and future is our burning 

ee 
...the customer desire truly to serve our customer. Our theme, Focused On 
Our Customer, was chosen as our suggestion to you that the 


really is ‘in charge’ aia 
: | customer really is “in charge” at Dollar General — that perhaps 


9 


Y - 
at Dollar General... we have the greatest focus on the customer of anyone in the 
business. 


This year’s annual report, therefore, does not have a new message. We have always 
been focused on our customers. Last year’s annual report noted, “our history 
lessons are built around our customers.” and declared a new definition of Dollar 
General: “customer-driven distributor of consumable basics.” 


A new, exciting theme for this annual report would be all wrong — we are still excited 
about the fundamentals that are driving our success. 


Yet. “new history” is now underway. The introduction of a new store layout, 
complete with the addition of more than 500 new consumable basics, will be the most 
visible undertaking of the coming year. Although a dramatic change, it is actually 
nothing more than a continuation of a process we began several years ago. 


Who initiated that process? Our customers! They are telling us they want a 
convenient access to the basic daily consumables of life. You can be assured we will 
continue to stay focused on what they have to say. 


Sincerely, 


Die Njorneri fe 


Cal Turner, Jr. 
Chairman and CEO 
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needs better. You can 
count on us to stay focused 
on meeting the everyday 
needs of customers like 


Evelyn Johnson (above).” 


Cal Turner, Jr. 


“Customer-driven distributor of consumable basics” is a 


mandate for major change... 


at Dollar General. Yet fiscal 1997 was a most unlikely year for us to call ourselves a 
“customer-driven distributor,” because distribution glitches had hurt our progress 
during the previous year. Inventories had been too large, and sales and earnings 


sains were below recent trends. 


Our agenda for fiscal 1997, therefore, was pretty clear: put the “distributor” in 
every phase of this customer-driven distributor’s business. 


First, we had to address the softlines and hardlines imbalance in our inventory by 

reducing our softlines purchases, certainly a negative impact on softline sales. 
This, in turn, placed an even greater burden on our faster 
turning hardlines merchandise. In order not to hurt sales 


ee ane . . . 
...Wwe Zol serious results, hardlines had to be more productive. 


about addressing the | _ | 
We reduced our softlines purchases by more than $100 


distribution aspects of million at retail, yet softlines sales did not decline from fiscal 
our stores’ agenda. — 1996 to fiscal 1997. Our hardlines sales grew by $370 
million, becoming approximately 75 percent of total sales. 


Secondly, in fiscal 1997 we determined to prepare our South Boston, Virginia 
Distribution Center for service to stores without “Ardmore-like glitches,” while 
concurrently refining the Ardmore technology. By year-end, our Ardmore, 
Oklahoma Distribution Center was routinely shipping 150,000 cartons per day, 
more than 50 percent higher than the average for our Scottsville, Kentucky and 
Homerville, Georgia distribution centers. Additionally, the construction of our 
South Boston facility remained on schedule in anticipation of shipping to our stores 
this summer (just one year after ground breaking). 


Finally, during fiscal 1997 we got serious about addressing the distribution aspects 

of our stores’ agenda: 

e We implemented weekly deliveries and the ordering of merchandise to support it. 

¢ We simplified receipt of merchandise at the store level to ensure a more efficient 
flow to the sales floor. 


Accomplishments of fiscal 1997 which can be quantified include: 

° Operating expenses as a percent of sales declined to 19.5 percent. 

° Inventory shrinkage declined to 2.7 percent of sales from 3.4 percent in fiscal 
1996, 
A 21 percent increase in sales was leveraged into a 31 percent increase in net 
income, 
Total sales increased to more than $2.1 billion, as same store sales increased 8.2 
percent. 
We opened 360 new stores — stores which had higher annualized sales and were 
opened at a lower average cost than those opened in fiscal 1996. 


Last year was a busy year! 
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As a customer-driven distributor of the consumable basics, we believe we compete in 


oP 


anunder-served niche. 


Furthermore, the more we work on serving this niche the more convinced we 
become of the potential of our small store box. Our neighborhood stores are 
convenient to shop for two very good reasons: they are both nearby and small. 
Unlike the very large stores of other retailers, the size of our stores makes them 
easier for customers to find what they need. Yet, having the stores nearby is 
perhaps the greater convenience to shoppers in the neighborhood. Our distribution 
goal is to reach out to customers with small, nearby stores where the consumable 
basics are offered every day at prices at least as good as those of big store retailers 
who do not afford the convenience of Dollar General Stores. 
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Our hope is that you sense the power of our strategy and the great expansion 
potential yet untapped by this customer-driven distributor of consumable basics! 


Here are some of our significant actions underway in fiscal 1998 for further serving 
our niche: 


© Technology: Point-of-sale (POS) scanners will be installed in every store; we will 
completely replace our purchase order processing and distribution center reorder 
systems; and we will implement a new financial reporting system. 
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° New stores: We plan to open 350 to 400 net new stores which would be a record 
for us. 


° Distribution: Perhaps the most visible “opening” of all 
will be our 718,000 square-foot distribution center in 
; South Boston, Virginia. Simultaneously, we will expand 
customers with sn rall, the Scottsville, Kentucky Distribution Center by 218,000 
nea rby stores...’ square feet and upgrade its sortation system. 
F Furthermore, our fifth distribution center is already 
being actively planned. 


** reach out to 


° Existing stores: This year, every store will receive management’s attention in 
order for it to be easier to shop, broader in assortments and managed by more 
efficient processes. Every store is scheduled to be converted to our new, model 
store layout. We will continue the improvement of ordering and will institute a 
cycle inventory process for more effective measurement and control of shrinkage. 


It’s obvious that we expect to accomplish much in fiscal 1998. Yet, what we really 
expect of this year is the positioning of even greater future service of this most 
under-served niche. 
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Orentha Cannon is one of 
more than 25,000 Dollar 
General employees who 
distribute consumable basic 
merchandise to our 
customers each day. 


. 
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Being a customer-driven distributor of consumable basics gives us a 


tality for profitable growth, 


and here is where history repeats itself. In our first annual report to shareholders’ 


in 1968, we said, “Your company operates toward one central goal: Profitable 
Growth.” 


To us, profitable growth implies some limitations: a wise constraint upon growth so 
that limited resources are never stretched beyond management’s ability to generate 
an appropriate return on shareholder investment. 


Perhaps even more important, however, is our management’s maturity in avoiding 

the trap of always seeking to create the new while ignoring the risks associated with 
discarding the old. Rather, Dollar General endeavors to perpetuate what we know 
really works and to enhance that with exciting new initiatives. 


Certain fundamentals have always been critical: 

e small neighborhood stores, 

provided by our e limited, even-dollar price points, 

° control of our overhead, and 

° some of the most aggressive pricing in the business. 


“Our focus is 


a 2 99 
values and mission... 


We now seek to build on these fundamentals with: 

¢ further refinements of our mix of consumable basics as we continue to discover 
what our customers are buying in our stores, 

® an ambitious agenda for growth in new store openings, 

° a seamless distribution pipeline resulting in dependable in-stock levels at our 
stores, and 

° the productive use of technology which enables us to serve our customers better. 


Our focus is provided by our values and mission, while we are guided by our 
decision-making mandate: least control for the most development of our niche. 
We recruit good people based on our values. Their work has purposeful direction 
thanks to our simple statement of mission. They should not be stifled by excessive 
controls! 


Our business begins and ends with people. We are confident that people will 
continue to be the strength of the Company whose mission is: 


SERVING OTHERS! 
A Better Life...for our customers. 
A Superior Investment...for our shareholders. 
A Partnership In Total Development...with our employees. 
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At Dollar General, 


customers like Marilyn 





Tracy save money on the 
basics they need, which 
leaves more money for 
special things — like a 

family cookout. 


eleven year Summary... 


1986 (3 $4,318 

1987 $6,502 . 
1989 (2359 $10,015 

1990 $12,377 

1991 CS) $14,616 

1992 $21,502 

1993 SaaS $ 35,574. 

19946. CSS $4.8 557 

1995 —E Se S 7 3634. 


LOR6 $564,782 
L987 $588,436 
1989 $612,985 


1990 S$615.148 = 
199] seed ies oem re ec ke | 
, Ee] G 9 2 | 
1992 aS $75.4.426 1997 $115,10 
NET INCOME 


1993 $920,698 

1994 $1,132,995 

1995 CSS So] 448.609 

1996 OEE ESS 8 1 764,188 
990 ——— Eee 82,134,398 


NET SALES 
(Dollars in thousands except per share amounts and operating data) 


Jan. 31,1997 Jan.31,1996 Jan. 31,1995 Jan. 31, 1994 
SUMMARY OF OPERATIONS 


Net Sales $2,134,398 $1.764.188 $1.448.609 $1,132,995 
Gross Profit $ 604,795 $ 503.619 $ 420,679 $ 325,998 
Income before taxes on income $ 185,017 $ 141.546 $ 118,288 $ 78.004 
Net income $ 115,100 $ 87.818 $ 73,634 $ 48,557 
Net income as a % of sales 5.4 5.0 Sl 4.3 
PER SHARE RESULTS 
Net income (a) $ 1.30 $ 1.00 $ 0.85 $ 0.58 
Net income as adjusted (b) $ 1.04 $ 0.80 $ 0.68 $ 0.46 
Cash dividends per common share: 

As declared $ 0.20 $ 0.20 $ 0.20 $ 0.20 

As adjusted (ce) $ 0.16 $ 0.13 $ 0.10 $ 0.07 
Weighted average shares (000) (a) 88.495 87.789 86.261 84,101 
Weighted average shares (000) (b) 110,619 109.736 107.826 105.126 
FINANCIAL POSITION 
Assets $ 718,147 $ 679.996 $ 540.868 $ 397.237 
Long-term debt $ 2,582 $ Suoto $ 4.767 $ 5,711 
Shareholders’ equity $ 485,529 $ 420,011 $ 323,756 $ 240,717 
Return on average assets (%) 16.5 14.4 15.7 13.6 
Return on average equity (%) 25.4 23.6 26.1 22.6 
OPERATING DATA (at end of period) 
Number of stores 2,734 2.416 2,059 1.800 
Year-end selling square feet (000) 17,480 15.302 12,726 10,724 
Hardlines sales % 75 70 66 65 
Softlines sales % Zo 30 34 35 





(a) Based on common and common equivalent shares, before adjustment for the February 12, 1997, five-for-four com- 
mon stock split. 

(b) Based on common and common equivalent shares, as adjusted to give retroactive effect to the February 12, 1997, 
five-for-four common stock split. 

(c) As adjusted to give retroactive effect to the February 12, 1997, five-for-four common stock split. 





1986 CSE | 303 
1987 1.302 
90389 —_LLA ee |] 307 
1990 CSE eee | 378 
1991 1.461 
1992 CESS ) 522 


1986 $108,789 

1987 $109,455 109993 SESS 1 617 

1989 $111,594 1996 SESE ) 800 

1990 $120.640 1995 2.059 

1991 $131,717 1996 CT 26 
1992 $150.986 1997 2.734 
1993 $189.765 COMPANY STORES 


1994 GSS EEE eee $240,717 

1995 CSS SSS SSS $323,756 

1996 CEE Ee $4120) 01 1 
90 ——EE~yEH_L_ SSS $485,529 


SHAREHOLDERS’ EQUITY 


Jan. 31,1993) Jan. 31,1992 Jan. 31,1991 Jan. 31,1990 Jan. 31,1989 Dec. 31.1987 Dec. 31. 1986 





$920.698 $754,426 $653,151 5615.148 $612.985 $588.436 $564,782 
$267,109 $215,481 $ 187.388 $180,729 $174,152 $164,941 $155.366 
> 98,222 5 34.680 $ 23,087 $ 20,320 S 16.164 S$ 11.606 > 7,629 
$ 35,574 $ 21,502 5 14.616 $ 12,377 S 10.015 $ 6,502 $ 4,318 
3.9 2.9 Za 2.0 1.6 ick 0.8 

> 0.43 > 0.27 %.. 0.29 $ 0.16 > 0.13 5S =—-0..08 $ 0.05 
$ 60.34 > 0.22 > 0.15 > 0.13 > 0.10 $ 0.06 $ 0.04 
$ 0.20 > 0.20 > 0.20 > 0.20 $ 0.20 $ 60.20 $ 0.20 
$ 6-00.06 > ©6004. $ 0.04 $ 6.0.04 $ ©6004. $ ©. 0.04 > ©6004 
82.883 80,295 76.831 76,614 76,613 78.959 78.858 
103,604. 100.369 96.039 95.768 95.766 98.699 98.573 
$316,394 $237.346 $207,737 $193.790 $210,327 $224,855 $232 .388 
$ 7,013 $ 8,314 $ 11.834 $ 66.824 $ 7.65] $ 8.445 $ 17,782 
$189,765 $ 150.986 $131.717 $ 120.640 $111,594 $ 109.455 $108.789 
12.9 Of (3 6.1 4.6 2:9 1.9 
20.9 15.2 11.6 10.7 Ae 6.0 4.0 
1.617 1,522 1.46] 1.378 1.307 1.302 1.303 
9.341 8,522 8.085 7.682 7,434 7.463 7,449 

64 60 29 56 D9 50) a0 

36 AO 45 Ad 45 50) 50 








MANAGEMENT?’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION 
AND RESULTS OF OPERATIONS 


This discussion and analysis contains both historical and forward-looking information. The forward- 
looking statements are made pursuant to the safe harbor provisions of the Private Securities Litigation 
Reform Act of 1995. Although the Company believes the assumptions underlying the forward-looking 
statements contained herein are reasonable, any of the assumptions could be inaccurate, and therefore, 
actual results may differ materially from those projected in the forward-looking statements. Forward- 
looking statements may be significantly impacted by certain risks and uncertainties, including, but not 
limited to, general transportation and distribution delays or interruptions, inventory risks due to shifts in 
market demand, changes in product mix, costs and delays associated with building, opening and operating 
a new distribution center and the other risks reflected in this discussion. The Company undertakes no 
obligation to publicly release any revisions to any forward-looking statements contained herein to reflect 
events or circumstances occurring after the date hereof or to reflect the occurrence of unanticipated 


events. 


The following text contains references to years 1998, 1997, 1996 and 1995 which represent fiscal years 
ending or ended January 30, 1998, and January 31, 1997, 1996 and 1995, respectively. The Company’s 
fiscal year-end is the Friday closest to January 31. This discussion and analysis should be read in 
conjunction with, and is qualified in its entirety by, the consolidated financial statements, including the 


notes thereto. 


GENERAL 

During 1997, Dollar General achieved record sales, record earnings and continued its rapid pace of new 
store openings. In addition, the Company recorded a net operating expense to net sales ratio below 20% 
for the first time. 


For the ninth consecutive year, the Company increased its total store units. By adding a net 318 units, the 
Company ended the year with 2,734 stores. This increase in store units represents the second largest 
increase of new store openings in the Company’s history. Despite the start-up costs associated with opening 
these stores, the minimum wage increase and increased freight costs associated with the Company’s move to 
weekly store deliveries, the Company increased earnings per share by more than 15% for the tenth 
consecutive year. In addition, the Company recorded net income in excess of $100 million for the first 
time. Over the last five years, the Company has posted a five-year average annual compound growth rate 
in net sales and net income of 23% and 40%, respectively. 


The Company opened 360 new stores in 1997 compared with 397 in 1996 and 302 in 1995. The 1997 new 
stores, net of 42 closed stores, added approximately 2,178,000 square feet to the Company’s total sales 
space, providing the Company with an aggregate of approximately 17,480,000 selling square feet at the end 
of the year. In 1997, the average store measured 6,400 square feet compared with 6,300 in 1996 and 6,200 
in 1995. The three states in which the greatest number of new stores were opened during 1997 were Texas 
(82), Ohio (25), and Tennessee (23). In 1997, the approximate size of the average new store was 6,400 
square feet, compared with 6,600 in 1996. In 1998, the Company anticipates opening approximately 400 to 
450 new stores within its current 24 state market and with a focus on store openings within 250 miles of a 
distribution center. In 1997, the Company remodeled or relocated 168 stores compared with 311 in 1996 
and 297 in 1995. During the last three years, the Company has opened, remodeled, or relocated 1,835 
stores, accounting for approximately 67% of the total stores at year end. 


In 1997, the Company focused on several key distribution initiatives. The Company implemented weekly 


deliveries to all stores, eliminated split deliveries (i.e., where a store’s weekly delivery is split among two or 
more trucks) and began construction of a 718,000 square-foot distribution center in South Boston, 
Virginia. 


See of tt. 





In 1998, the Company will expand that focus. The South Boston Distribution Center will begin to receive 
merchandise in April 1997, and in June 1997, the Company is scheduled to begin deliveries gradually in 
order to reduce the potential for disruption in service to the stores. The Company will also begin a two- 
year process of upgrading its distribution facility in Scottsville, Kentucky. This year, the Company is 
expanding its Scottsville Distribution Center from approximately 500,000 to 718,000 square feet and is 
upgrading its sortation system which should be completed in time to support the Christmas season. 


In 1998, the Company will continue to work on the implementation of several technology projects that 
began last year, including a new merchandising system and a new general ledger system. In addition. 
point-of-sale (POS) scanners will be installed in all stores this year. The POS rollout began February 1. 
1997, and all stores are scheduled to be using the POS system by the end of 1998. Management believes 
the collection of stock-keeping-unit (SKU) information through the POS system will enable the Company to 
better balance store inventories, increase inventory turn and improve in-stock levels. 


Two key executive officers joined the Company in 1997. The Company hired a new Chief Financial Officer 
(CFO) to fill the opening left by the August 1995 resignation of its previous CFO. The President’s position, 
which was previously combined with the Chief Executive Officer’s (CEQ) position, was filled in January 
1997. The President will focus on the day-to-day operations of the business allowing the CEO to focus on 
strategic planning, employee development and other corporate matters. 


RESULTS OF OPERATIONS 

Operating results, as compared with the Company’s performance last year, were improved overall. The 
Company improved its timely distribution of merchandise to stores which led to improved in-stock levels 
for basic merchandise. The Company’s primary merchandising objectives in 1997 were to lower store 
inventories, reduce hanging apparel and create additional space for more consumable items. The 
Company was successful in achieving these objectives. In 1997, average store inventory decreased by 9.7% 
while average store softlines inventory decreased 19.1% on a flat sales comparison of softlines sales 


compared with the prior year. 


Customer demand continues to dictate an intensified focus on everyday low pricing and consumable basic 
merchandise, which resulted in the Company’s sales mix further shifting to hardlines from softlines during 
the year (75% hnardlines/25% softlines in 1997: 70% hardlines/30% softlines in 1996: 66% hardlines/34% 
softlines in 1995). Management believes that during 1998 the sales mix should continue to shift toward 
hardlines. In response, the Company has designed a new store layout and product mix. The new store 
layout reflects a 65%/35% hardlines to softlines space allocation versus the current 50%/50% allocation. 
The new store layout allocates more space to the faster-moving consumable merchandise. In addition, the 
Company will add 400 to 500 net new items. All stores opened during 1998 will reflect this new format. 
The Company began reformatting its existing stores in March 1997 and expects to finish reformatting all 


stores by the end of 1998. 


During 1997, inventory shrinkage improved significantly. Inventory shrinkage declined to 2.7% of net 
sales from 3.4% in 1996. Management attributes much of the improvement to a reduction in excess 
inventories and implementation of several shrinkage reduction programs. The Company will continue 
these programs in 1998. The Company will also initiate cycle inventories in 1998, permitting the booking 
of actual inventory shrinkage throughout the year instead of only at year-end. This process should allow 


for the early identification of adverse trends that can be addressed immediately. 


In August 1996, the federal minimum wage law was changed to increase minimum wage from 94.20 per 
hour to $4.75 per hour effective October 1, 1996 and from $4.75 per hour to $5.15 per hour effective 
September 1, 1997. The Company estimates that this change resulted in an increase in wage expense, 
above otherwise expected levels, of approximately $2.1 to $2.5 million for 1997 and will result in an 


. tts ete . . " ee O00 rye aida’ : ; SS ne chive. Pu, ° aa . 
approximate $8.0 million increase in wage expense in 1998. The Company believes the financial impact of 





the minimum wage increase to operations for 1997 was partially offset by increased sales and employee 
productivity, and those factors will continue to partially offset the estimated increase in 1998 wage expense. 


The following table sets forth certain items in the consolidated statements of income expressed as a 
percentage of net sales for the periods indicated. 


1997 1996 1995 
Net sales 100.0% 100.0% 100.0% 


Gross profit 28.3 28.5 29.0 
Selling, general and administrative expense 19.4 20.1 20.7 
Interest expense 0.2 (0.4. 0.2 
Income before taxes on income 8.7 8.0 8.1 
Provision for taxes on income Sea 3.0 3.0 


Net income 5.4% 5.0% 5.1% 


Net Sales 

Net sales totaled $2.13 billion for 1997, $1.76 billion for 1996 and $1.45 billion for 1995. These totals 
represent an increase of 21.0% in 1997, 21.8% in 1996 and 27.9% in 1995. These increases resulted from 
318 net new stores and a same-store sales increase of 8.2% in 1997, 357 net new stores and a same-store 
sales increase of 5.1% in 1996 and 259 net new stores and a same-store sales increase of 13.5% in 1995. 
The Company defines same stores as those which opened before the beginning of the prior fiscal year and 
have remained open throughout both the prior and current fiscal years. Based upon anticipated net new 
store growth and same-store sales increases for 1998, management anticipates net sales growth in 1998 to 
be comparable with 1997 and 1996, 


Gross Profit 

Gross profit for 1997 was $604.8 million, compared with $503.6 million in 1996 and $420.7 million in 1995. 
Gross profit as a percent to net sales was 28.3% for 1997, 28.5% for 1996, and 29.0% for 1995. The lower 
margin percent in 1997 resulted primarily from the further shift in sales mix to hardlines along with 
continued lower prices, which was partially offset by significantly lower store inventory shrinkage. 
Management believes the gross margin trend in 1997 will continue in 1998. 


Selling, General and Administrative Expense 

During 1997, the Company realized a record low net operating expense to net sales ratio of 19.4%. Selling, 
general and administrative expense for 1997 was $415.1 million, or 19.5% of net sales, as compared with 
$354.7 million, or 20.1% of net sales. in 1996 and $299.6 million, or 20.7% of net sales. in 1995. Total 
selling, general and administrative expense increased 17.3%, primarily from opening and operating 318 net 
new stores. The lower operating expense ratio achieved in 1997 resulted from (i) improved labor 
productivity and store level controls, (ii) lower advertising costs through the elimination of the “back-to- 
school” direct-mail circular, and (iii) lower self-insurance expense primarily the result of improved claims 
prevention and management. Partially offsetting these improvements were increases to the Company’s 
incentive bonus costs. All other expense categories remained relatively flat as a percent of sales. 


Total selling, general and administrative expense for 1996 increased 18.4% primarily from opening and 
operating 357 net new stores. The 20.1% net operating expense to net sales ratio in 1996 was the result of 
a reduction in employee incentive-based compensation expense reflecting lower performance levels, lower 
advertising costs and lower self-insurance expense. These reductions were partially offset by higher 
depreciation related to accelerated new store openings and higher rent expense as a percent of sales 
resulting from lower-than-anticipated sales volumes. 





Interest Expense 

In 1997, interest expense decreased 37.0% to $4.7 million as compared with interest expense of $7.4 
million in 1996 and $2.8 million in 1995. This significant decrease was primarily the result of lower 
average short-term borrowings throughout the year caused by lower inventory levels, which required less 
merchandise to be financed through short-term borrowings. Daily average total debt outstanding equaled 
$88.0 million during 1997 compared with $104.3 million in 1996 and $57.6 million in 1995. 


Provision for Taxes on Income 
The effective income tax rates for 1997, 1996 and 1995 were 37.8%, 38.0% and 37.8%. respectively. The 
Company anticipates its 1998 tax rate to remain at 37.8%. 


Return on Equity and Assets 

The ratio of net income to average shareholders’ equity was 25.4% in 1997 compared with 23.6% in 1996 
and 26.1% in 1995. Return on average assets was 16.5% in 1997 compared with 14.4% in 1996 and 15.7% 
in 1995. In 1997, both of these ratios improved versus 1996 as a result of higher percentage income 
increases. Return on average assets was also positively impacted by lower inventory levels in 1997 


compared with 1996. 


LIQUIDITY AND CAPITAL RESOURCES 


Working Capital 

Working capital increased to $280.1 million in 1997 compared with $262.5 million in 1996 and $201.2 
million in 1995, or an increase of 6.7% in 1997 and 30.5% in 1996. The year-end current ratio improved 
to 2.2 in 1997 from 2.0 in both 1996 and 1995. 


1997 1996 1995 


Cash and cash equivalents (000) $ 6,563 $ 4,344 $ 33.045 
Working capital (000) $280,134. $262,529 $201,190 
Current ratio Dees 2.0 2.0 


Cash Flows from Operating Activities 

Net cash provided by operating activities was $170.1 million in 1997 compared with net cash used by 
operations of $17.8 million in 1996 and net cash provided by operations of $43.3 million in 1995. The cash 
generated from net income before depreciation and deferred taxes coupled with the lower amount of cash 
used to purchase merchandise contributed favorably to the year-end net cash provided position. The lower 
level of inventory was the result of reduced softlines purchases and increased sales of faster-turning 


consumable merchandise. 


Net cash used by operating activities was $17.8 million in 1996 compared with net cash provided by 
operations of $43.3 million in 1995. Cash used to purchase merchandise inventories increased by $132.3 
million while accounts payable decreased $8.5 million, more than offsetting cash generated from net 
earnings including cash from depreciation and amortization. The higher inventory level was the result of 
357 net new store openings, and slower inventory turns as a result of distribution inefficiencies and lower 


than expected sales volumes in 1996. 


Cash Flows from Investing Activities | 
Capital expenditures in 1997 totaled $84.4 million compared with $60.5 million in 1996 and $65.8 million 


in 1995. The Company opened 360 new stores and relocated or remodeled 168 stores at a cost of $27.0 
million in 1997. Capital expenditures during 1996 and 1995 for new, relocated and remodeled stores 
totaled $33.3 million and $25.9 million, respectively. 





Distribution-related capital expenditures totaled $38.6 million in 1997 resulting primarily from the costs 
associated with the construction of the South Boston Distribution Center. In 1996, the Company spent 
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$16.8 million for expansion of existing distribution facilities and the purchase of new distribution trailers. 





In 1995. the Company spent $23.3 million to complete the initial phase of the Ardmore, Oklahoma 


Distribution Center. 


Capital expenditures during 1998 are projected to be $100 to $105 million. This includes approximately 
S41 million for new stores and new fixtures to support the new prototype in all stores: $45 million for the 
upgrades of the current distribution centers and the start of a fifth distribution center: and $15 million for 
the new POS system and various technology projects. The Company believes that its capital expenditure 

requirements will be met through internally generated funds. Capital expenditures in the last three years 


are summarized in the following table. 


(amounts in thousands except number of stores) 199% 


New stores $22,321 
Number of stores 360 
Remodels/relocations $ 4.630 
Number of stores 168 
$38,640 
Retail information systems $ 7,837 
Other $10,983 


Total $84,411 


Distribution facilities and equipment 


1996 


$26,290 

397 
$ 7,019 

311 
516.816 
> 876 
§ 9,520 
$60,521 


1995 


$17,664. 

302 
$ 8.374 

297 
$28,448 
> 1,916 
$ 9,375 


$65,777 


Cash Flows from Financing Activities 

Total debt at year-end (including current maturities and short-term borrowings) was $43.1 million in 1997, 
$77.0 million in 1996, and $35.8 million in 1995. Long-term debt at January 31, 1997, was $2.6 million, a 
decrease of 30.7 million from 1996, The ratio of total debt (including current maturities and short-term 
borrowings) to equity decreased to 8.9% in 1997 from 18.3% in 1996 primarily as a result of lower average 
borrowing levels and interest rates. Average daily use of short-term debt decreased 11.7% to $88.0 million 
in 1997, primarily as a result of lower inventory levels throughout the year. 


Because of the significant impact of seasonal buying (e.g., Spring and Christmas purchases), the 
Company's working capital requirements vary significantly during the year. These working capital 
requirements were financed by short-term borrowings under the Company’s $170 million revolving 
eredit/term loan agreement and short-term bank lines of credit totaling $170 million at January 31, 1997. 


The Company's maximum outstanding short-term indebtedness in 1997 was $184.7 million in November 
1996. 


Seasonal working capital requirements will continue to be met through cash flow provided by operations 
and supplemented by the revolving credit/term loan facility and short-term bank lines of credit. The 
revolving credit/term loan agreement is effective until June 30, 1998, and, along with short-term bank lines 
of credit, should be sufficient to cover the Company’s maximum projected short-term borrowing needs 
during 1998. Short-term bank lines of credit will be up for renewal at various dates throughout 1998, and 
the Company currently anticipates all of these agreements will be renewed. 





Med. 


1997 1996 1995 


Total debt/equity 8.9% 18.3% 11.1% 
Long-term debt/equity 0.5% 0.8% 1.5% 
Average daily use of debt: 
Short-term (000) $ 87,952 $ 99.564 > 91,528 
Long-term (000) $ 2.930 $ 4,718 6.035 


Total (000) $ 90.882 $ 104.282 57.563 
Maximum outstanding short-term debt (000) $184,725 $ 227.397 116.712 


EFFECTS OF INFLATION AND CHANGING PRICES 

The Company believes that inflation and/or deflation had a limited impact on its overall operations during 
1997, 1996 and 1995. In particular, the effect of deflation on cost of goods sold has been minimal as 
reflected by the small decline in LIFO reserves in 1997, 1996 and 1995. 


ACCOUNTING PRONOUNCEMENTS 

The Company will adopt Statement of Financial Accounting Standards No. 128 “Earnings Per Share” for 
the year ended January 30, 1998. This accounting pronouncement requires the disclosure of basie and 
diluted earnings per share. The Company believes that. upon adoption, diluted earnings per share will 
approximate earnings per share as previously reported. Because the concept of basic earnings per share 
does not include the impact of common stock equivalents, such as preferred stock and stock options, basic 
earnings per share will be significantly higher than diluted earnings per share. 
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REPORT OF MANAGEMENT 


The management of Dollar General Corporation is responsible for the preparation of the financial 
statements and other information contained in this Annual Report to Shareholders. The financial 
statements were prepared in accordance with generally accepted accounting principles and include 
amounts that are necessarily based upon management’s best estimates and judgments, as appropriate. The 
Company's independent auditors, Coopers & Lybrand L.L.P., consider the Company’s internal control 
systems for the purpose of determining the nature, timing and extent of procedures necessary for 
expressing an independent opinion as to the fairness of the presentation of the financial statements. Their 
report is presented below. 


The Company maintains internal control systems, policies and procedures designed to provide reasonable 
assurance that assets are safeguarded, transactions are executed in accordance with management’s 
authorization and properly recorded, and accounting records may be relied upon for the preparation of 
financial information, The internal control systems, including an internal audit function, contain self- 
monitoring mechanisms, and actions are taken to correct deficiencies as they are identified. Even an 
effective internal control system, no matter how well designed, has inherent limitations and, therefore, can 
provide only reasonable assurance with respect to financial statement preparation. 


The Board of Directors has an Audit Committee comprised entirely of outside directors. The Committee 
meets periodically and independently with management, internal auditors and Coopers & Lybrand L.L.P. 
to discuss and review the Company’s financial statements and internal control structure. In addition, the 
full Board regularly reviews management reports covering all aspects of the Company’s financial condition. 
Both the internal auditors and Coopers & Lybrand L.L.P. have unrestricted access to the Audit Committee. 


DNpwinar iff 


Cal Turner, Jr. Phil Richards 
Chairman and Chief Executive Officer Vice President and Chief Financial Officer 





REPORT OF INDEPENDENT ACCOUNTANTS 


To the Shareholders and Board of Directors 
Dollar General Corporation, Nashville, Tennessee 


We have audited the accompanying consolidated balance sheets of Dollar General Corporation and 
Subsidiaries as of January 31, 1997 and 1996, and the related consolidated statements of income. 
shareholders’ equity and cash flows for each of the three fiscal years in the period ended January 31. 
1997. These financial statements are the responsibility of the Company’s management. Our responsibility 
is to express an opinion on these financial statements based on our audits. 


We conducted our audits in accordance with generally accepted auditing standards. Those standards 
require that we plan and perform the audit to obtain reasonable assurance about whether the financial 
statements are free of material misstatement. An audit includes examining, on a test basis, evidence 
supporting the amounts and disclosures in the financial statements. An audit also includes assessing the 
accounting principles used and significant estimates made by management. as well as evaluating the overall 
financial statement presentation. We believe that our audits provide a reasonable basis for our opinion. 


In our opinion, the financial statements referred to above present fairly, in all material respects, the 
consolidated financial position of Dollar General Corporation and Subsidiaries as of January 31. 1997 and 
1996, and the consolidated results of their operations and their cash flows for each of the three fiscal years 
in the period ended January 31, 1997 in conformity with generally accepted accounting principles. 


Compare. + LLP 


Louisville, Kentucky 
March 5, 1997 





balance sheets. Ong. 


CONSOLIDATED BALANCE SHEETS 
At January 31, 1997 and 1996 


(Dollars in thousands except per share amounts) 


Assets 
Current assets: 
Cash and cash equivalents 
Merchandise inventories 
Deferred income taxes 
Other current assets 
Total current assets 
Property and equipment, at cost: 
Land 
Buildings 
Furniture, fixtures and equipment 


Less accumulated depreciation 


Net property and equipment 


Other assets 


Liabilities and Shareholders’ Equity 
Current liabilities: 
Current portion of long-term debt 
Short-term borrowings 
Accounts payable 
Accrued expenses 
Income taxes 
Total current liabilities 
Long-term debt 
Deferred income taxes 
Commitments 
Shareholders’ equity: 
Preferred stock, stated value $.50 per share: 
Shares authorized: 5,000,000 
Issued: 1997-1,716,000; 1996-1.716,000 
Common Stock, par value $.50 per share: 
Shares authorized: 200,000,000 
Issued: 1997-106,210,000; 1996-85 .524.000 
Additional paid-in capital 
Retained earnings 


Less treasury stock, at cost: 
Shares: 1997-16,755.000: 1996-13 .404,000 


Total shareholders’ equity 








Che accompanying notes are an integral part of the consolidated financial statements. 


$ 6,563 
476,103 
3,689 
18,244. 


904,599 


240 
39,828 
281,849 


321,917 
113,381 


208,536 
2,012 
$718,147 


$ 2,030 
38,469 
103,523 
70,441 
10,002 


224,465 
2,982 
d,071 


93,105 
329,948 
302,145 


686,056 


200,527 
485,529 
$718,147 


$ 4,344 
488 ,362 
11,989 
11,548 


916,243 


240 
35,050 
207.338 
242.628 
84,041 
158,587 
2.166 
$679,996 


> 1,536 
72,146 
103,176 
62.099 
14.757 


253.714. 
3,278 
2,993 


42.762 
303.609 
273.309 


620.538 


200.527 
420.011 
$679,996 





Income statements 


CONSOLIDATED STATEMENTS OF INCOME 


For the years ended January 31, 1997, 1996 and 1995 


(Dollars in thousands except per share amounts) 


1997 1996 1995 
% of Net % of Net % of Net 


Amount Sales Amount Sales Amount — Sales 


Net sales $2,134,398 100.0% $1.764.188 100.0%  $1.448.609 100.0% 
Cost of goods sold 1,529,603 T1se 1.260.569 71.5 1,027,930 71.0 


Gross profit 604.795 28.3 503.619 28.5 420.679 29.0 
Selling, general and 

administrative 415,119 19.4. 354,712 20.1 299 592 20.7 

Operating profit 189,676 8.9 148,907 8.4 121,087 8.3 
Interest expense 4,659 0.2 7,361 0.4 2,199 0.2 


Income before taxes 
on income 185,017 8.7 141.546 8.0 118.288 8.1 
Provisions for taxes 


on income 69.917 3.3 53.728 3.0 44.654 3.0 


Net income $ 115,100 $ 87,818 $ 73,634 


Net income per common 
and common equivalent 
share $ 
Weighted average number 
of common and common 
equivalent shares 
outstanding (000) 86,261 


As adjusted to give 
retroactive effect to 
the five-for-four 
common stock split 
distributed 
February 12, 1997: 


Net income per common 
and common equivalent 


share $ 


Weighted average number 
of common and common 


equivalent shares 
outstanding (000) 110,619 109.736 107.826 


The accompanying notes are an integral part of the consolidated financial statements. 





shareholders equity... 


CONSOLIDATED STATEMENTS OF SHAREHOLDERS’ EQUITY 


For the years ended January 31, 1997, 1996 and 1995 


(Dollars in thousands except per share amounts) 


Additional 
Preferred |= Common Paid-in Retained Treasury 
Stock Stock Capital Earnings Stock 
Balances. January 31. 1994 $ 0 $ 27,248 > 65,857 $ 151,165 $ 3,553 
Net income 73.634 
5-for-4 stock split, March 6, 1995 6,723 (6,723) 
Cash dividends, $0.20 per common share (9,868) 
Cash dividends, $0.45 per preferred share (772) 
Reissuance of treasury stock 
under employee stock incentive 
plans (1.296.797 common shares) 6.702 (2.205) 
Tax benefit from exercise of options 10.581 
Transfer to employee stock ownership 
plan (25.314 common shares) 514 (43) 
Issuance of preferred stock 
(1.715.742 preferred shares) 199.669 
Purchase of treasury stock 
(8.578.710 common shares) 200.527 
Balances, January 31, 1995 $858 = $ 33.971 $ 283,32: > 207.436 $ 201,832 
Net income 87.818 
9-for-4 stock split, April 26, 1996 8.552 (8,552) 
Cash dividends, 30.20 per common share (11,463) 
Cash dividends, $1.13 per preferred share (1,930) 
Issuance of common stock under employee 
stock incentive plans (462.436 shares) 
Reissuance of treasury stock 
under employee stock incentive 
plans (747,853 common shares) eo (1.305) 
Tax benefit from exercise of options 
Transfer to employee stock ownership 
plan (15.979 common shares) 8 


Balances, January 31, 1996 $858 $ 42.762 S 303.609 $ 273,309 $ 200,527 
Net Income 115.100 
o-for-4 stock split, February 13, 1997 10.621 (10.621) 
Cash dividends, $0.20 per common share (14.442) 
Cash dividends, $1.41 per preferred share (2,413) 


Issuance of common stock 


under employee stock incentive 

plans (1.416.781 common shares) 709 17.019 
Repurchase of common stock (2.000.000 

shares) (1.000) 
Tax benefit from exercise of options 8.809 
Transfer to employee stock ownership 

plan (26.347 common shares) 13 511 


Balances, January 31, 1997 $858 $53,105 $329,948 — $302,145 $200,527 


The accompanying notes are an integral part of the consolidated financial statements. 





cas flows. 


CONSOLIDATED STATEMENTS OF CASH FLOWS 


For the years ended January 31, 1997, 1996 and 1995 


(Dollars in thousands) 


Cash flows from operating activities: 
Net income 
Adjustments to reconcile net income to net 
cash provided by operating activities: 
Depreciation and amortization 
Deferred income taxes 
Change in operating assets and liabilities: 
Merchandise inventories 
Accounts payable 
Accrued expenses 
Income taxes 


Other 
Net cash provided by (used in) operating activities 


Cash flows used in investing activities: 
Purchase of property and equipment 


Cash flows from financing activities: 
Issuance of short-term borrowings 
Repayments of short-term borrowings 
Issuance of long-term debt 
Repayments of long-term debt 
Payment of cash dividends 
Proceeds from exercise of stock options 
Repurchase of common stock 
Tax benefit from stock option exercises 
Issuance of preferred stock 
Purchase of treasury stock 


Other 
Net cash (used in) provided by financing activities 


Net increase (decrease) in cash and 
cash equivalents 
Cash and cash equivalents, beginning of year 


Cash and cash equivalents, end of year 


Supplemental cash flow information 
Cash paid during year for: 

Interest 

Income taxes 


1997 


$115,100 


30,965 
10,878 


12,259 

347 

8,342 
(4,755) 
(3,045) 


170,091 
(84,411) 


193,692 
(227,369) 
1,677 
(1,879) 
(16,856) 
17,729 
(59,788) 
8,809 


024. 
(83,461) 


2,219 
4,344. 


$ 6,563 


$ 5,761 
$ 55,646 


1996 


> 87.818 


25.245 
(593) 


(132.251) 
(8.499) 
1.062 
9,547 
(98) 
(17.769) 


(60.521) 


150.109 
(107.563) 


(1.394) 
(13.393) 
13.486 


1,932 
412 
49 589 


(28.701) 
33.045 


$ 4,344 


$ 7,745 
$ 36,854 


The accompanying notes are an integral part of the consolidated financial statements. 


1995 


$ 73,634 


17.263 
(1.302) 


(96.069) 
30.637 
13,131] 

6,773 
(810) 
43.257 


(65.777) 


100.710 
(88.971) 


(944) 
(10.640) 
8.907 


10.581 
200.527 
(200.527) 

907 


20.200 


(2.320) 
35.365 


33.045 


2.760 
28.345 





NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 


1. ACCOUNTING POLICIES: 

The Company sells general merchandise on a retail basis through stores (2,734 at January 31, 1997) 
located predominantly in small towns in the midwestern and southeastern United States. The Company 
has distribution centers in Scottsville, Kentucky; Homerville, Georgia; Ardmore, Oklahoma and South 
Boston, Virginia. 


® Basis of presentation 
The following notes contain references to years 1997, 1996 and 1995 which represent fiscal years ended 
January 31, 1997, 1996 and 1995, respectively. The consolidated financial statements include all 
subsidiaries. Intercompany transactions have been eliminated. 


Cash and cash equivalents 


Cash and cash equivalents include highly liquid investments with an original maturity of three months 
or less. 


Inventories 

Inventories are stated at cost using the retail last-in, first-out (LIFO) method which is not in excess of 
market. The excess of current cost over LIFO cost was $18.4 million, $20.6 million and $22.2 million 
at January 31, 1997, 1996 and 1995, respectively. The LIFO reserves decreased by $2.2 million in 
1997, $1.6 million in 1996 and $4.8 million in 1995. 


Preopening costs 


Preopening costs for new stores are expensed as incurred. 


Property and equipment 
Property and equipment are recorded at cost. The Company provides for depreciation of buildings 
and equipment on a straight-line basis over the following estimated useful lives: buildings, 25 to 39 


years; furniture, fixtures and equipment, 5 to 10 years. Depreciation expense was $30.8 million, $25.1 
million and $17.1 million in 1997, 1996 and 1995, respectively. 


Insurance claims provisions 


In 1996, the Company established The Greater Cumberland Insurance Company, a Vermont-based, 
wholly-owned subsidiary captive insurance company. This insurance company charges Dollar 
General’s subsidiary companies competitive premium rates to insure worker’s compensation and non- 


property general liability claims risk. The insurance company is adequately funded and currently 
insures no unrelated risk. 


The Company retains a portion of the risk for its workers’ compensation, employee health insurance, 
general liability, property, and automobile coverages. Accordingly, provisions are made for the 
Company's actuarially determined estimates of future claim costs for such risks. To the extent that 
subsequent claim costs vary from those estimates, current earnings are charged or credited. 


Net income per common and common equivalent share 


Net income per common and common equivalent share is based on the weighted average number of 
shares of common stock outstanding during each year, after giving effect to the assumed exercise of all 
dilutive stock options using the treasury stock method and the treatment of convertible preferred stock 
shares as common stock equivalents. Net income per common and common equivalent shares is also 
presented in the accompanying consolidated statements of income on an adjusted basis, which gives 
retroactive effect to a five-for-four stock split declared January 13, 1997, for shareholders of record 
on February 3, 1997, and paid on February 12, 1997. 





e Management estimates 
The preparation of financial statements in conformity with generally accepted accounting principles 
requires management to make estimates and assumptions that affect the reported amounts of assets 
and liabilities and disclosure of contingent assets and liabilities at the date of the financial statements 
and the reported amounts of revenues and expenses during the reporting period. Actual results could 
differ from those estimates. 


2. CASH AND SHORT-TERM BORROWINGS: 
The cash management system provides for daily investment of available balances and the funding of 
outstanding checks when presented for payment. 


Outstanding but unpresented checks totaling $45.9 million and $45.2 million at January 31, 1997 and 
1996, respectively, have been included in accounts payable. Upon presentation for payment, they will be 
funded through available cash balances or the Company’s revolving credit/term loan agreement. 


The Company had lines of credit with banks totaling $170.0 million at January 31, 1997, and $135.0 
million at January 31, 1996. The lines are subject to periodic review by the lending institutions which may 
increase or decrease the amounts available. There were borrowings outstanding under these lines of $8.5 


million at January 31, 1997, and $7.1 million at January 31, 1996. 


The Company also has a $170.0 million revolving credit/term loan agreement which expires in June 1998. 
Borrowings under this facility were $30.0 million and $65.0 million at January 31, 1997 and 1996, 
respectively. Interest rates on amounts borrowed under this agreement can float with the prime commercial 
lending rate or can be fixed not to exceed the New York certificate of deposit rate plus 0.375%, the Adjusted 
Eurodollar rate plus 0.25%, or the Banker’s Acceptance rate plus 0.45%, all for periods of up to six months. 
The weighted average interest rates were 5.6% and 6.2% at January 31, 1997 and 1996, respectively. 


Additionally, the Company had a $260.0 million facility at January 31, 1997, and a $205.0 million facility 
at January 31, 1997, and a $205.0 million facility at January 31, 1996, available for the issuance of letters 
of credit. At January 31, 1997 and 1996, the Company had outstanding letters of credit totaling $59.3 
million and $125.0 million, respectively. 


3. ACCRUED EXPENSES: | 
Accrued expenses consist of the following: 


(in thousands) 1997 1996 


Compensation and benefits $24,976 $15,142 
Taxes (other than taxes on income) 8,392 9,381 
Insurance 25,785 26,399 
Other 11,288 LL Ai 


Total accrued expenses $70,441 $62,099 





4, INCOME TAXES: 


The provision for taxes consists of the following: 


(in thousands) 
Currently payable: 
Federal 
State 


1997 


$54,015 
3,604 


99,619 


1996 


$46,758 
7,963 


04,321 


1995 


$40,349 
9,607 


Total currently payable 


Deferred: 
Federal 
State 


Total deferred 


Total provision 


8,710 
1,588 


10,298 
$69,917 


(500) 

(93) 

(593) 
$53,728 


45,956 


(1,103) 
(199) 


(1,302) 
$44,654 


Deferred tax expense (credit) is recognized for the future tax consequences of temporary differences 
between the amounts reported in the Company's financial statements and the tax basis of its assets and 
liabilities. Primary differences giving rise to the Company’s deferred tax assets and liabilities are as 


follows: 


Assets 
$ 956 


(in thousands) 


Inventories 
Property and equipment 
Accrued insurance 2,008 


Other 725 
$3,689 


Total deferred taxes 


[997 


Liabilities 
$5,432 


139 
$5,571 


Assets 


$ 1,237 


10,752 


$11,989 


Reconciliation of the federal statutory rate and the effective income tax rate follows: 


Federal statutory rate 

State income taxes, net of federal 
income tax benefit 

Tax credits 

Other 


Kffective income tax rate 


1997 
35.0% 


2.8 


1996 


1996 
Liabilities 


$2,993 


$2,993 


35.0% 


3.4 
(0.2) 
(0.2) 


38.0% 





3. LONG-TERM DEBT: 
Long-term debt consists of the following: 


(in thousands) 1996 
Mortgage note payable to Kentucky Development 

Finance Authority through 1998, 

6.4% (LIBOR plus 0.5%) in 1997 and 

5.8% (LIBOR plus 0.5%) in 1996 $2,333 $3,111 
Other 2,279 1,703 


4,612 4,814 
Less current portion 2,030 1,536 


Net long-term debt $2,582 $3,278 


Certain loan agreements contain restrictive covenants which, among other things, require the Company to 
maintain minimum amounts of tangible net worth and working capital and restrict payment of dividends, 
repurchases of capital stock and additional borrowings. 


Approximate maturities on long-term obligations in the years ending January 31, 1998, through 2001 are 
(in millions): $2.0; $1.4; $1.0; $0.1 and $0.1. 


6. COMMITMENTS: 

At January 31, 1997, the Company and certain subsidiaries were committed for retail store space in the 
following fiscal years under noncancelable operating lease agreements requiring minimum annual rental 
payments of (in millions): 1998, $55.7; 1999, $41.5; 2000, $24.1; 2001, $8.7; 2002, $2.9 and $1.4 in later 
fiscal years. Most leases included renewal options for periods ranging from two to five years, and 
provisions for contingent rentals based upon a percentage of defined sales volume. 


Rent expense under all operating store leases was as follows: 


(in thousands) 1997 1996 1995 


Minimum rentals $57,054. $46,166 $35,318 
Contingent rentals 10,232 9,891 8,391 


Total rentals $67,286 $56,057 $43,709 


7. EMPLOYEE BENEFITS: 

The Company has two noncontributory defined contribution retirement plans covering substantially all 
full-time employees. Expense for these plans was approximately $4.7 million, $3.0 million and $3.5 million 
in 1997, 1996 and 1995, respectively. The Company funds all benefit-plan costs as accrued. 


8. CAPITAL STOCK: 


The authorized capital stock of the Company consists of common stock and preferred stock. 


On August 22, 1994, the Company exchanged 1,715,742 shares of Series A Convertible Junior Preferred 
Stock for the 8,578,710 shares of Dollar General common stock owned by C.T.S, Inc., a personal holding 
company controlled by members of the Turner family, the founders of Dollar General. The Series A 
Convertible Junior Preferred Stock was authorized by the Board of Directors out of the authorized but 
unissued preferred stock approved by the Company’s shareholders in 1992. The exchange, negotiated and 
recommended by a special committee of the Company’s Board of Directors, came in response to a request 





from C.T.S, Ine. to consider a transaction to meet estate planning needs of the Turner family. The Series 
A Convertible Junior Preferred Stock is (i) convertible into common stock pursuant to the terms and 
conditions set forth in the Restated Articles of Incorporation and (ii) is voted with the common stock on all 
matters presented to the holders of common stock. The Series A Convertible Junior Preferred Stock is 
convertible at the option of the holder. During the three years following August 22, 1996, the conversion 
ratio increases from 90% of the initial exchange ratio of five shares of common stock for each share of 
Series A Convertible Junior Preferred Stock converted (adjusted for all intervening stock splits or 
adjustments) to 100% of the initial exchange ratio (as adjusted). Additionally, the Series A Convertible 
Junior Preferred Stock is not transferable by the holders thereof. 


9, STOCK INCENTIVE PLANS: 
The Company has established stock incentive plans under which options to purchase common stock may be 
granted to executive officers, directors, key employees and non-employee directors. 


All options granted in 1997 and 1996, under the 1995 Employee Stock Incentive Plan, the 1995 Outside 
Directors Stock Option Plan, the 1993 Employee Stock Incentive Plan and the Dollar General Corporation 
1989 Employee Stock Incentive Plan, were non-qualified stock options issued at a price equal to fair 
market value of the Company’s common stock on the date of grant. The option term is ten years and 
options vest in nine and one-half years from the date of grant for employees and one year in the case of 
non-employee directors. However, if certain performance criteria established by the Corporate 
Governance and Compensation Committee are attained, the vesting of these options will be accelerated. 


Although the plans permit various types of stock-based compensation to be awarded, in addition to stock 
options, the Company has issued only stock options under these plans. 


The Company applies APB Opinion 25, Accounting for Stock Issued to Employees, and related 
interpretations in accounting for its plans. The exercise price of options awarded under these plans has 
been equal to the fair market value of the underlying common stock on the date of grant. Accordingly, no 
compensation expense has been recognized for its stock-based compensation plans. Had compensation cost 
for the Company’s stock-based compensation plans been determined based on the fair value at the grant 
date for awards under these plans consistent with the methodology prescribed under Statement of 
Financial Accounting Standards No. 123, Accounting for Stock-Based Compensation, net income and 
earnings per share would have been reduced to the pro forma amounts indicated in the table below. 


(amounts in thousands except per share data) 199% 1996 


Net income - as reported $115,100 $87,818 
Net income - pro forma $111,618 $86,281 


Earnings per share - as reported $ 1.04. $ 0.80 
Earnings per share - pro forma $ 1.01 $ 0.79 





(a) Earnings per share have been adjusted for the February 12, 1997, five-for-four common stock split. 


The pro forma effects on net income for 1997 and 1996 are not representative of the pro forma effect on 
net income in future years because they do not take into consideration pro forma compensation expense 


related to grants made prior to 1996. The fair value of options granted during 1997 and 1996 is $6.86 and 
$5.53 per share, respectively. 





The fair value of each option grant is estimated on the date of grant using the Black-Scholes option-pricing 
model with the following assumptions: 


1997 1996 


Expected dividend yield 0.7% 0.7% 
Expected stock price volatility 40.0% 40.0% 


Weighted average risk-free interest rate 6.0% 6.6% 
Expected life of options (years) 3.0 3.0 


The summary of the status of all of the Company’s stock incentive plans as of January 31, 1997, 1996 and 
1995 and changes during the years then ended is presented below: 


Weighted Average 
Exercise Price 


Range of Option 
Prices Per Share 


$ 1.14 to $ 12.19 


Shares Under Plans 


Balance, January 31, 1994 9,581,507 


Granted 
Exercised 


Canceled 

Balance, January 31, 1995 
Granted 

Exercised 

Canceled 

Balance, January 31, 1996 
Granted 

Exercised 


Canceled 


Balance, January 31, 1997 


2,397,778 
(2,777,135) 
(527,988) 


8,674,162 
2,306,109 
(1,934,728) 
(361,324) 
8,684,219 
3,089,872 
(1,771,397) 
(831,308) 
9,171,386 


10.43 
1.53 
3.62 


1.14 
13.04 
1.53 
4.87 
1.14 
19,20 
1.53 
1.74 


$ 1.14 


to 16.00 
to 11.02 
to 13.06 


to 16.00 
to 18.96 
to 13.18 
to 18.96 
to 18.96 
to 24.70 
to 18.96 
to 24.30 


to $24.70 


$ 10.26 
16.87 
8.95 
11.67 
12.99 
21.39 
11.01 
14.24 


$17.19 


At January 31, 1997 and 1996, options for 1,646,345 and 1,707,285 shares were exercisable, respectively. 
The following table summarizes information about stock options outstanding at January 31, 1997: 


Options Exercisable: 


Number Weighted 
Exercisable Exercise 
at 1/31/97 Price 


Options Outsanding 
Weighted Average 


Remaining 


Contracted Life 


Number 
Outstanding 
at 1/31/97 


Weighted Average 
Exercise Price 


Range of 
Exercise Prices 


$ 1.14 to $10.00 
10.01 to 17.00 
17.01 to 24.70 


$17.01 to $24.70 


2,941,601 
3,014,105 
3,215,680 


9,171,386 


6.1 years 
7.8 
9.4 


7.8 years 


$9.15 
15.30 
21.16 


$17.18 


1,199,838 $ 8.00 
388,479 13.23 
98,028 17.81 


1,646,345 $10.76 


At January 31, 1997 and 1996, shares available for granting of stock options under the Company’s stock 
option plans were 3,845,136 and 5,816,241 shares, respectively. All unexercised options expire not later 


than the year 2007. 





10. QUARTERLY FINANCIAL DATA (unaudited): 
The following is selected unaudited quarterly financial data for the fiscal years ended January 31, 1997 _ 
and 1996, Amounts are in thousands except per share data. 


Quarter First Second Third Fourth Year 


1997: 

Net Sales $455,856 $4.94.389 $508,977 $675,176 $2,134,398 
Gross Profit 123,374 133,728 148,634 199,059 604,795 
Net Income 15,024 21,885 26,642 91,549 115,100 
Net Income Per Share (a) $ OR $ 0.25 $ 0.30 $ 0.59 $ 1.30 
Net Income Per Share (b) $ 0.14 $ 0.20 x 0.24. $ 0.47 $ 1.04. 
1996: (c) 

Net Sales $ 374,520 $ 403,719  $ 429,898  $ 556,051 $ 1,764,188 
Gross Profit 104,758 113,074 125.898 159,889 503.619 
Net Income 12,314 17,524 19,200 38.780 87.818 
Net Income Per Share (a) $ 0.14 $ 0.20 $ 0.22 $ 0.44. 1.00 
Net Income Per Share (b) = $ 0.11 $ 0.16 $ 0.18 $ 0.35 $ .80 


(a) Based on common and common equivalent shares before adjustment for the February 12, 1997, five- 
for-four common stock split. 

(b) Based on common and common equivalent shares as adjusted to give retroactive effect to the February 
12, 1997, five-for-four common stock split. 

(c) The quarterly financial data presented for the quarters ended May 5, August 4 and November 3, 1995 
and January 31, 1996 has been restated to retroactively reflect the adoption of a retail 52/53 week 
reporting calendar effective February 1, 1996. For the quarterly periods ended April 30, July 31, and 
October 31, 1995 and January 31, 1996, the Company reported net income of $11,576,000, 
$17,691,000, $20,008,000 and $38,543,000, respectively, or $0.11, $0.16, $0.18 and $0.35, 
respectively, per common and common equivalent share, as restated for the February 12, 1997 stock 
split. 


Cost of goods sold was determined in the first, second and third quarters utilizing estimates of inventory 
shrinkage, inflation and markdowns. Cost of goods sold for the fourth quarter includes an adjustment of 
these estimates based upon actual results. Such adjustments decreased fourth quarter cost of goods sold 
by $4.9 million in 1997 and $1.4 million in 1996. 


Ll. SUBSEQUENT EVENT: 
On February 12, 1997, the Company effected a five-for-four common stock split payable to shareholders of 
record on February 3, 1997. 





corporate Information 


ABOUT THE COMPANY 

Dollar General Corporation operates (as of January 31, 1997) 2,734 general merchandise stores which 
feature quality merchandise at everyday low prices and serve low-, middle-,. and fixed-income families. All 
of the Company’s stores are located in the United States, predominantly in small towns in 24 midwestern 
and southeastern states. 


ANNUAL MEETING 

Dollar General Corporation’s annual meeting of stockholders is scheduled for 11 a.m. CDT on Monday, 
June 2, 1997, at the Company’s administrative offices in Scottsville, Kentucky. Shareholders of record as 
of April 14, 1997 are entitled to vote at the meeting. 


10-K REPORT/SALES INFORMATION 

A copy of Dollar General Corporation’s Annual Report on Form 10-K, filed with the Securities and 
Exchange Commission, is available to shareholders without charge. Requests should be directed to Dollar 
General Corporation, Investor Relations, 104 Woodmont Boulevard, Suite 500, Nashville, Tennessee 
37205. For weekly sales information, call 615-783-2117. Dollar General’s web site can be reached at 
www.dollargeneral.com. 


NYSE: DG 
The common stock of Dollar General Corporation is traded on the New York Stock Exchange, trading 
symbol “DG.” At April 1, 1997, the number of shareholders totaled approximately 3,400. 


TRANSFER AGENT 

Registrar and Transfer Company 
P. O. Box 1010 

10 Commerce Drive 

Cranford, New Jersey 07016 
908-272-8511 


EXECUTIVE OFFICES 

Dollar General Corporation 

104 Woodmont Boulevard, Suite 500 
Nashville, Tennessee 37205 
615-783-2000 


INDEPENDENT ACCOUNTANTS 
Coopers & Lybrand L.L.P. 
Louisville, Kentucky 


Inquiries regarding stock transfers, 
lost certificates or address changes 
should be directed to the transfer 
agent listed above. 


DIVIDENDS AND STOCK PRICES BY QUARTER 

The range of the high and low closing prices of the Company’s common stock for each quarter during the 
two most recent fiscal years as reported on the New York Stock Exchange Composite Index is shown in the 
table below. Sale prices have been restated to reflect the five-for-four common stock splits distributed 
February 12, 1997, and April 26, 1996, and have been rounded to the nearest one-eighth. All dividends, 
as adjusted, have been rounded to the nearest whole cent. 


Fiscal Year 1997 First Second Third Fourth 
High $2] 1/4 $23 3/8 $27 3/4 $26 3/4 


Low 
Dividend as declared 
Dividend as adjusted 


Fiscal Year 1996 
High 

Low 

Dividend as declared 
Dividend as adjusted 


15 19 5/8 
.05 .05 
.04. .04. 


First 


$18 1/8 
14. 3/8 
.05 
.03 


2] 7/8 
05 
04 


22 1/4 
.O5 
04 


Fourth 


$18 3/4 
12 5/8 
.05 
.03 
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DIRECTORS 


0 
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Back, left to right: Reginald D. Dickson,”) Chairman-Buford, Dickson, Harper and Sparrow, Inc.; 
James L. Clayton,() Chairman and CEO-Clayton Homes, Inc.; John B. Holland,” Retired President 
and COO-Fruit of the Loom, Inc.; Wallace N. Rasmussen,) Retired Chairman-Beatrice Foods, Inc.; 
William S. Wire, II," Retired Chairman-Genesco, Inc.; David M. Wilds,{*) Partner-Nelson Capital 
Corporation. Front, left to right: Cal Turner, Jr., Chairman and CEO; Cal Turner, Founder; and 
Barbara M. Knuckles!) Director of Corporate and External Relations-North Central College. 


(1) Audit Committee Member 


(2) Corporate Governance and Compensation Committee Member 


(") Committee Chairman 


CORPORATE OFFICERS 


Cal Turner, Jr. 
Bruce Krysiak 
Bob Carpenter 
Mike Ennis 
Troy Fellers 
Tom Hartshorn 
Ron Humphrys 
Holger Jensen 
Stonie O’Briant 
Phil Richards 
Randy Sanderson 


Leigh Stelmach 


Chairman and Chief Executive Officer 

President 

Vice President, Chief Administrative Officer 

Vice President, Real Estate and Store Development 
Vice President, Distribution 

Vice President, Merchandising Operations 

Vice President, Logistics 

Vice President, Management Information Services 
Vice President, Merchandising 

Vice President, Chief Financial Officer 

Vice President, Controller 

Executive Vice President, Operations 
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market area... 


Numbers indicate total number of 


stores per state as of January 31, 1997. 


Executive Offices 


Nashville. Tennessee 
Administrative Offices 
Distribution Center 


Scottsville. Kentucky 


Distribution Center 


Homerville. Georgia 


Distribution Center 
Ardmore. Oklahoma 


Distribution Center (opening in fiscal 1998) 


South Boston. Virginia 


Total number of stores: 2.734 
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Dollar General Corporation 
104 Woodmont Boulevard, Suite 500 
Nashville, Tennessee 37205 














